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Preferred stock is an important part of constructing Chinese multi-level capital 
market. Moreover, it is crucial to solving problems in the capital market. Preferred 
stock has developed for a long time overseas, and has gained rich experience both in 
theories and practice. In China, it has appeared not far away from now, but preferred 
stock system in this period is different from the developing one. On the contrary, the 
domestic developing preferred stock is essentially similar to overseas’. Thus, learning 
preferred stock system outside our country is very favorable to developing ours. The 
legal problems of preferred stock contains basic theories of preferred stock, legislative 
mode, issuance, transaction and dropping out. I will introduce them in the article. 
The paper includes three parts: Introduction, the study and the conclusion. The 
specific are as follows: 
The introduction will start from the background and the significance of the study, 
and then introduce the status research of preferred stocks’ legal issues. On the basic of 
this, I will point out the difficulties and innovation that may exist, moreover, the paper 
will mention the research method that may be used.  
Chapter1 mainly elaborates the basic theories and its developing overviews of 
preferred stock system. Preferred stock is hybrid bonds which is between stock and 
bonds, thus it has some properties of them. Its properties lead its legal natures be 
vague, however, the literature that theorists has gained is not enough. Discriminating 
the concept of preferred stock’s legal nature is the premier and logical starting point 
of developing and improving its legal system. The chapter will elaborate the concept 
of preferred stock firstly, and will discriminate the concept with other close concepts 
at the same time. Then I will analyze the research that scholars have done on this 
topic both from domestic and overseas. Thus we can find its location and then we can 
get the essential legal nature difference on preferred stock, stock and bonds. In history, 














But preferred stock issued from old Chinese entrepreneurs is quite different from 
foreigners’ and the current one. In the early 1990s, China has tried to legislate and 
issue preferred stock, but it paused after that. By comparing the backgrounds the legal 
preferred stock system at home and abroad, I will analyze the social and economic 
backgrounds of developing preferred stock system. 
In Chapter2, I will analyze the legislative mode and its performance of preferred 
stock. Currently, the legislative mode of preferred stock is divided into two parts: the 
country authorized mode from the Anglo-American law and the country statutory 
formula from the civil law. It is mainly connected with two law countries’ legislative 
tradition, its company law theory and contract law theory tradition. The two 
genealogy of law has big difference in preferred stock’s legal regulation. Countries 
that use Anglo-American law often adopt authorized legislation to stress the contract 
free, and it doesn’t has many restrictions on conditions that two sides agreed. 
Counties that use civil law often adopt statutory formula and it has more restrictions 
on preferred stock. State Council in China recently released “Guidance on preferred 
stock pilots” (Abbreviate it Guidance in the following part), the Guidance is relatively 
loose in legislative regulation, especially in distribution of benefits in priority. It only 
requests that clear the related matters in the articles of association. In the article, I will 
give a clear grasp of the system performance in two genealogy law legislation mode 
and choose the right mode for our legislation mode. 
In Chapter3, I mainly talk about the issuing system and give instruction on 
balance of interests between preferred stock shares and stock shares. The one 
important point that exists in issuing preferred stock is the restriction on the release 
proportion. For the reason of that preferred stock doesn’t have the right of vote, 
companies issue a big proportion of preferred stock will result in dominance of the 
preferred stock and it’s not good for companies’ developing from the long way. 
Different countries have different regulations on the restriction of issuing preferred 
stock, and it is worth to exploring which is the appropriate issuing proportion for 
China. Also, the information disclosure in our capital market is a difficult problem 
















information disclosure of preferred stock; I will talk about it in the chapter. In 
countries which have a developed capital market, there are not too many restrictions 
on issuers’ range of preferred stock. In fact, companies issue preferred stock rely on 
market regulation, companies will choose issue preferred stock rationally according to 
its situation and financing costs. However, the “Guidance” gave restrictions on 
issuers’ range, and the action’s affect will be talked later.  The “Guidance” didn’t 
mention the balance of interests between preferred stock shares and stock shares. But 
in practice, the main difficulty is the conflicts of interests between preferred stock 
shares and stock shares. In the paper, I will use game theory to analyze it, clarify the 
relations among preferred stock shares, stock shares and issuers, emphasize the 
significance of protect preferred stock shares. In the last part of the chapter, I will 
talks about constructing the balance of interests between preferred stock shares and 
stock shares by learning the experiences overseas. 
In Chapter4, I will give a deep discussion on preferred stock trading system and 
it related legal problems. Preferred stock trading system not only affects preferred 
stock’s value, but also is an important way to drop out. Preferred stock seldom be 
current in secondary market, it is often be traded by OTC. So how to regulate OTC 
will be a popular issue. Meanwhile, as preferred stock has poor currency, countries 
like American give tax incentives to institutional investors to gain their investing 
desire. Although Chinese “Guidance” has explicit regulations, its legal effect is not 
enough and if it can play a role still worth to be discussed. In the varieties of preferred 
stock, the convertible preferred stock is very flexible and its flexibility in practice lead 
its marketing holders face many legal problems. The problems have been manifested 
in the form of case law in countries like America. The “Guidance” is too abstract to 
give an explicit provision the topic, and it also needs other related laws and 
regulations to coordinate. I will give a deep talk on solving the legal issues. 
In Chapter5, I will give a detail discussion on the exit mechanism and rights 
protection of preferred stock. The exit mechanism includes trading, redemption of 
preferred stock and the convertible preferred stock converting into ordinary shares. In 














converting into ordinary shares and objection share repurchase mechanism. Preferred 
stock shares’ rights will face threats inevitable as preferred stock has the risks from 
company. Thus protecting preferred stock shares’ rights become a concerned problem 
in the process of exit. 
In the conclusion part, I will sum up the main points from aspects of the basic 
theories, legislative mode, release, trading, and exit mechanism. On the basis of these, 
the paper will point out the points that worth to give attention on. China is on the 
primary period of developing preferred stock and has many legal problems inevitable.  
As preferred stock has developed fast and its form and scale has be enlarged. It leaves 
big space on talking about preferred stocks’ legal issues. 
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